Although most countries have firm reorganization option in legislation (either as a separate law or part of insolvency code), the practice of successful reorganizations has remained modest. Reorganization law was introduced in Estonia in late 2008, but only a few firms have been successfully reorganized since. Derived from previous the article studies, what are the reasons for firm reorganization failure. From legal viewpoint, main causes are found to be that firms under reorganization do not submit reorganization plans to court and the preconditions for reorganization lapse. The financial ratios for successful and unsuccessful reorganizations are not significantly different according to independent samples median test. Unsuccessfully reorganized firms perform worse than successful ones in the year before reorganization year, but the opposite phenomenon occurs two and three years before reorganization year.
Introduction
In majority of world countries, firm reorganization option, either through a separate law or integrated into insolvency code, is available in legal system. In 2000s, especially during the years characterized by thorough crisis, the necessity of having efficient legal procedures to overcome difficulties became increasingly important in business environment. One of the key challenges of economic policy and regulations created to achieve its objectives is to guarantee that productive and competitive firms should remain functioning, at the same time cleaning market quickly and efficiently of failed firms. Still, the problem exists that insolvency legislation can delay the movement of resources towards uses maximizing their value (White 1989) . The importance of the issue has also been outlined in the European Union level as insolvency resolution systems of several member states have been rather inefficient (see e.g. Bankruptcy … 2002) . Despite the introduction or improvement of reorganization procedures in various countries, majority of firms where reorganization was started, still become bankrupt (see e.g. Couwenberg 2001 ), bringing to the question why such phenomenon occurs.
The practice of successful reorganisations in Estonia has been modest compared to petitions filed. According to court statistics (I ja II astme … 2010) during year 2009 there were 93 reorganization petitions submitted to county courts in Estonia (compared to 1562 bankruptcy petitions), but only 6 of them resulted in the approval of reorganization plan, but this of course does not guarantee the successful implementation of approved plans during the reorganization process. One possible reason can be that problems have developed too far for firm and the reorganization process should have been started much earlier.
Derived from previous, the objective of current article is to find out the reasons why reorganization has failed on the example of Estonian firms. The objective will be achieved in two different domains. Firstly, the reorganization failure reasons will be brought out using the classification given in legislation. Secondly, financial indicators of successfully reorganized firms will be compared with those of unsuccessful reorganizations, to find out whether given two groups of firms differ. The article is structured in a classical way. After the introductory part, a short overview of most important results from previous studies focusing on reorganization will be outlined. This is followed by the description of Estonian reorganization law, mainly focusing on the possibilities set in law how the reorganization can become unsuccessful. Given section is followed by the empirical analysis in two domains mentioned under the objective of article. The article ends with conclusive remarks and implications.
Previous research about failed firm reorganization
Firm reorganization has received a lot of attention in research of past years, various facets of it being studied. Studies have shown high variance in both, the share of firms applying for reorganization procedure and the positive outcomes from that (see e.g. Couwenberg 2001 ). United States is often characterized by more positive reorganization outcomes when compared with other countries (Couwenberg 2001 , Brouwer 2006 ). Still, results are highly dependent of datasets used and different periods of economic activity can show highly diverging results also. In addition, it is important to follow whether successful reorganization is considered to be the approval of reorganization plan by creditors, successful implementation of given plan or final survival of firm after the plan has been carried out.
In most general terms more (successful) reorganizations in the United States could be connected to the debtor friendliness of insolvency legislation, when at the same time (Continental-) European systems are considered to favor more creditor (see e.g. Franks et al. 1996 , Lopez Gutierrez et al. 2011 ). Claessens and Klapper (2005) found on the example of 35 countries that higher judicial efficiency leads to increased use of bankruptcy, but stronger creditor rights in turn decrease the use of that. Still, as studies by Kaiser (1996) , Davydenko and Franks (2008) , Djankov et al. (2008) , Wang (2012) show, the evidence on the specific impact of legal environment on the aplication and outcomes of reorganization still remains mixed.
When coming to firm specific factors, failed reorganization is often connected with failed turnaround (Chowdhury 2002, Sheppard and Chowdhury 2005) . Failed reorganizations are linked to wrong timing of turnaround and wrong turnaround activities to overcome problems, namely firms tend to start reorganization at a too late stage and deal more with operational problems rather than initiating strategic reorientation (Chowdhury 2002 , Sudarsanam and Lai 2001 , Barker III and Duhaime 1997 .
Several studies also consider the suitability of firms for reorganization and also the success of reorganization based on past financial ratios. Laitinen (2011) showed that most firms under reorganization are not viable. Also, evidence has been provided that financial ratios might not be good discriminators of successful and failed reorganizations (Poston et al. 1994 , Laitinen 2009 ). Unsuccessful reorganizations can be connected with different financial patterns, as it has been shown that firms go through different failure processes (Laitinen 1991 , Lukason 2012 . Still, at least some financial indicators are very poor in case of unsuccessfully reorganized firms (Kärkinen 2010 ).
In Estonia no academic research was found about the causes of firm reorganization failure, although an applied study composed in the Supreme Court of Estonia by Vutt (2011) outlines some reasons of reorganization failure. The roots of the causes of unsuccessful reorganizations could also be derived from Lukason (2010) applied study focusing on all Estonian bankruptcies in 2000s, where it was concluded that most firms are in very poor financial health before bankruptcy is declared.
Estonian reorganization law
The Estonian Reorganization Law (afterwards ERL) entered into force in 26. December 2008, about 14 years later than the Estonian Bankruptcy Act (afterwards EBA). The law has been changed at two points of time, namely the amendments have entered into force in 22. January 2010 and 1. June 2012. Still, named changes have altered only one section of a paragraph describing the scope of application of the law, so for a private or public limited firm being governed by the Estonian Business Code (afterwards EBC) no changes have occurred since the first wording of law. Before 26. December 2008 reorganization was possible under EBA, but its practice was almost nonexistent.
As current article focuses on unsuccessful reorganization, the following description of law emphasizes the options in case of which reorganization of firm can fail. Reorganization process is governed by county court by appointing at least one reorganization advisor. Initially, court might decide not to open reorganization proceedings at all. This can in turn be the results of various reasons. Firstly, the reorganization petition must meet the requirements set in different laws. Secondly, it must be motivated that firm's insolvency in the future is likely, it needs reorganization and the sustainable management of firm is possible in the future (ERL §8). Given principles in ERL §8 clearly indicate that a firm which is already permanently insolvent or will become one no matter of the activities taken to restore its vitality, is not suitable for reorganization procedure.
When reorganization proceedings have been started, then ERL §38 gives that they can come to an end in case of premature termination, revocation of reorganization plan, premature completion of reorganization plan or when the reorganization plan completion date is exceeded. Out of those four general possibilities only one (i.e. premature completion of reorganization plan) symbolizes successful reorganization and all other point to some type of failure. Followingly, the options under given failure categories will be considered in more detail. ERL §39(2) gives 10 different options in case of which premature termination of reorganization can occur. They are:
1. When entrepreneur violates cooperation obligation (ERL §14), i.e. firm's management does not provide necessary help and information for reorganization proceedings. (i.e. §39(2)( (1))) 2. When entrepreneur does not pay funds set by court and meant to finance reorganization advisor(s) and experts to court deposit (ERL §18 and §30). (i.e. §39 (2)( (2))) 3. When reorganization plan is not approved by creditors (ERL §28). (i.e.
§39 (2)( (3))) 4. When the application for the approval of reorganization plan unapproved by creditors is not satisfied (ERL §30). (i.e. §39(2)((4))) 5. When the reorganization plan unapproved by creditors is not approved (ERL §37). (i.e. §39(2)((5))) 6. When entrepreneur itself applies it (ERL §40). (i.e. §39(2)((6))) 7. When the preconditions to start reorganization proceedings lapse (ERL §40).
(i.e. §39(2)( (7))) 8. When firm's property is squandered or the interests of creditors are damaged (ERL §41). (i.e. §39(2)( (8))) 9. When reorganization plan is not submitted for the date set by court (ERL §42).
(i.e. §39(2)( (9))) 10. When the claim is not clear (ERL §43). (i.e. §39(2)( (10))) Previous list described situations when reorganization proceedings have been started, but the process does not come to the point where entrepreneur can start acting according to approved plan. Reorganization can fail also after the approval of reorganization plan, namely there are seven different possibilities (ERL §51(1)):
1. When entrepreneur will be convicted of bankruptcy or execution proceeding crime. (i.e. §51(1)( (1))) 2. When entrepreneur does not fulfill obligations set in reorganization plan to a significant extent. (i.e. §51(1)( (2))) 3. When after at least half of the reorganization plan implementation time has passed and it becomes clear that entrepreneur is not able fulfill obligations set in reorganization plan. (i.e. §51(1)( (3))) 4. When reorganization advisor presents an application that it has not been paid its fee. (i.e. §51(1)( (4))) 5. When reorganization advisor presents an application that it is not provided help during supervisory actions or is not given information needed by the entrepreneur. (i.e. §51(1)( (5))) 6. When entrepreneur applies for it. (i.e. §51(1)( (6))) 7. When bankruptcy of entrepreneur is declared. (i.e. §51(1)( (7))) 3. Empirical analysis of failed firm reorganizations 3.
Data and methods for analysis
Two types of data are needed for current analysis. Firstly, reorganization failure reasons are given in court judgments and therefore judgments concerning reorganization cases must be downloaded from court databases. As authors do not have a list of reorganization cases and therefore different keywords have to be used when searching the database of court judgments (i.e. KIS) 2 .
As several proceedings have not ended, many court judgments are not publicly available and search using different keywords might not be with highest efficiency, authors could download 78 court judgments about reorganization proceedings in spring 2012 from KIS. Out of 78 court judgments, in case of 58 reorganization process was started and for 20 it was not due to different reasons. The 58 cases in turn include only 5 firms in case of which reorganization was successful, i.e. when data is collected the firms still follow the approved plans. Still, it does not guarantee that at some point in the future some of them fail to meet the plan and bankruptcy option becomes topical. It can be seen that for 53 cases the 2 KIS, i.e. Kohtute infosüsteem -Data system of courts. 26% 30% 28% 10% 6%
reorganization proceedings not started premature termination of reorganization proceedings termination because reorganization plan was not approved revocation of approved reorganization plan approved reorganization plan reorganization proceedings were terminated because of three reasons: premature termination of reorganization proceedings (23 cases), termination because of the non-approval of reorganization plan (22 cases) and revocation of approved reorganization plan (8 cases). The analysis in chapter 3.2 and 3.3 will apply 58 cases outlined previously, as the cases where proceedings were not opened are mostly firms that are already permanently insolvent.
The industries of given firms vary, as the most represented are construction and real estate activities (18 cases for both), followed by manufacturing (9 cases) and sales (8 cases). The remaining 25 cases are mixed over various other industries not mentioned earlier. The empirical study with cases is qualitative, namely the legal reasons of reorganization failure will be extracted by reading through all the cases available for analysis. Although it would be interesting to know the underlying causes in some cases, e.g. why firms failed to follow approved reorganization plan, then such information is normally not given in court judgments (at least partially because ERA does not require it) and it would demand additional interviews with stakeholders (reorganization advisor and firm's management). Figure 2 shows failed reorganization cases by the time which it takes for the negative event to happen. The results have been generalized, using mainly the terms set by law, and no specific durations have been calculated using the court judgments. The other set of information includes financial data of given firms. For those purposes firms' register codes had to be extracted based on the information in judgments, which in some cases was challenging as the code was not disclosed (but still based on other information in judgment it could finally be disclosed). When the identities of firms were known, pre-reorganization financial data was obtained from Estonian Commercial Register (ECR). The financial data was used to calculate prereorganization financial ratios reflecting three different financial domains: solvency, profitability and capital structure. The ratios describing those three domains were selected based on literature and they are in full and abbreviated form listed in Table  1 . Financial variables will be calculated for three years, namely to represent the financial situation in the year before reorganization year, but also two and three years before reorganization year. To denote ratios of specific years, subscripts 1, 2, 3 will be applied to represent given years in the sequence outlined previously. On the same principle the number of workers will be presented (noted as workers). 
the median of at least one population is different). H 1 will be accepted when asymptotic significance of the test is < 0.05 and significance will be denoted in following tables as "Sig.". A limitation of conducting the test is that for Classification 2 one group includes very small number of cases (n=5), which might impact the test statistic. Figure 3 shows the specific reasons why the started reorganization procedure came to an end without successful reorganization of a firm. It can be seen, that endings are dominated by two highly represented reasons ( §39(2)( (7)) and §39(2)((9))) which mean that precondition for reorganization lapses (i.e. entrepreneur presents application to end the proceeding or firm has become permanently insolvent) or entrepreneurs do not submit reorganization plan to court. Although in some cases the time for plan composition might be too short for entrepreneurs, this does not prevent them from submitting all documents that have been composed so far. So the majority of cases (i.e. 28 from 53) already point to the fact that firms are not suitable for reorganization due to poor financial situation or inability to provide a plan that would show how the firm would remain vital. All other reasons presented can be divided to two groups by representation: causes with average representation (6 different causes having representation of 3-4 times each) and causes with very low, if not to say incidental representation (3 different causes having representation of 1 time each).
Failure reasons from court judgments

Figure 3. Specific reasons of reorganization proceedings termination for 53 firms using causes given in Chapter 2 of the article (compiled by authors).
The results closely follow which has been noted in literature given in Chapter 1 of the article, namely reorganization failure can be attributed to the cause that firms are just not suitable for reorganization, i.e. they are already insolvent or unable to prove how they can remain vital in the future. Table 2 are presented without Yates' correction. Yates' correction helps to avoid overestimation when the number of cases is very small, but there is also a threat of overcorrection. Although the median values are not significantly different, they do not equal with each other and general tendencies can therefore be commented. In case of both classifications unsuccessful reorganizations are characterized with higher leverage and leverage has increased more sharply in time. In case of both classifications firms in two groups eventually become not profitable (negative NI S ), but it is interesting that successfully reorganized firms in case of classification 2 are unprofitable on the third year before reorganization. Still, through all three years their profitability varies around zero, which supports the fact that given firms have submitted reorganization applications at right time, i.e. when problems have not yet emerged dramatically. The immediate payment readiness reflected by C CL ratio has been very low for all three years, being almost the same for firms in both groups for specific years viewed. This would indicate high probability of solvency problems for all firms in analysis. Interestingly, the other solvency measure CA CL , which reflects the ability to cover liabilities maturing within an year with current assets, is worse for successfully reorganized firms for all years in Classification 2 and in case of Classification 1 only for the first year before reorganization year the group of firms where plan was successfully approved has higher value when compared to failed ones. This shows some controversy when compared to previous results in literature, which have indicated that troubled, but finally surviving firms witness higher solvency when compared to eventually failing firms (see e.g. Lukason 2013 ). This could be connected to the idea of different failure processes (see Laitinen 1991 ) and among unsuccessfully reorganized firms there are evidently more acute failure firms, in case of which financial situation worsens very quickly.
Financial characteristics
Conclusions and implications
Current article focused on the causes of failed reorganizations among Estonian firms. Previous studies have indicated that an important cause of reorganization failure can be the unsuitability (permanent insolvency or inability to prove firm's future vitality) of firms for reorganization. Also, practice from different legal environments shows a relatively small share of successful reorganizations from both, total reorganization petitions and especially from total firm insolvencies. The Estonian figures from previous years have supported such tendency.
The dataset for current article consisted of 78 court judgments about firm reorganizations, out of which there were 20 cases when reorganization was not started, 53 cases when it was unsuccessful and 5 cases of successful reorganizations. The legal causes of reorganization failure are directly based on the Estonian Reorganization Law, whereas dominantly reorganization fails because of two causes: entrepreneurs do not submit reorganization plan to court or precondition for reorganization lapses (i.e. entrepreneurs present application to end the proceeding or firm has become permanently insolvent).
In two different classifications (in the first successful reorganizations are firms for which reorganization plans are approved and in the second they are firms which eventually remain vital), the financial ratios of successfully and unsuccessfully reorganized firms are compared. None of the studied financial ratios is significantly different through two groups. Still, for firms where reorganization was unsuccessful the values tend to be better two and three years before the reorganization year, whereas the contrary tendency occurs on a year before reorganization year.
As according to the analysis most firms fail at an early stage of reorganization, then before starting reorganization proceedings the vitality of firms should be prescreened in more detail in order to avoid permanently insolvent firms from entering the procedure. The article can be developed in many ways, for instance by introducing larger dataset and using additional documents from courts to study the causes of unsuccessful reorganizations in more detail. Analüüsi jaoks kasutatakse kahte klassifikatsiooni. Klassifikatsioon 1 jaotab ettevõtted kaheks selle alusel, kas saneerimiskava kinnitati või mitte: kinnitati (Grupp 1 -12 juhtumit) ja ei kinnitatud (Grupp 2 -46 juhtumit). Klassifikatsioon 2 jaotab ettevõtted kaheks selle alusel, kas saneerimine oli kokkuvõttes edukas: kehtiv saneerimiskava (Grupp 1 -5 juhtumit) ja saneerimismenetluse ennetähtaegne lõpetamine või kava tühistamine (Grupp 2 -53 juhtumit).
SANEERIMISMENETLUSE EBAÕNNESTUMISE PÕHJUSED EESTIS
Analüüsi tulemused ja järeldused
Joonis 1 näitab 53 ettevõtte lõikes algatatud saneerimismenetluse lõpetamise põhjuseid. Domineerivad kaks põhjust: saneerimismenetluse algatamise eelduste äralangemine (n=11) ja saneerimiskava tähtajaks esitamata jätmine (n=17). Nimelt on ebaedukalt saneeritud ettevõtete puhul saneerimisaastale üleeelneva ning üle-üleeelneva aasta näitajad mitme finantssuhtarvu puhul paremad kui edukalt saneeritute puhul. Saneerimisaastale eelneval aastal on tendents vastupidine ning üldiselt on edukalt saneeritud ettevõtete näitajad paremad.
